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: People, Events, Techniques

people, events, techniques
Accountants’ Independence Issue Debated by Two Speakers
At Recent AAA Annual Meeting in Pennsylvania

as

The much debated question of
what types of management ser
vices are compatible with an audi
tor’s independence was raised
in August at the annual meet
ing of the American Accounting

Association at State College, Pa.
Prof. Walter
Kell of the Uni
versity of Michigan, a former
president of AAA, urged that the
committee on professional ethics
of the AICPA draw a formal dis
tinction between “accounting” ser
vices to management and “admin
istrative” services to management
and declare the latter incompat
ible with audit independence.
CPAs then would be able to per
form “administrative” services only
for clients whose accounts they did
not audit.
He defined accounting services
as services directly related to the
client’s total information and con
trol system, “broadly conceived.”
Examples would be budgeting,
systems and data processing, ex
ecutive compensation, inventory
control, and pension plans. Ad
ministrative services he defined
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services totally unrelated to the
information and control system,
for example, factory layout, mar
ket surveys, psychological testing,
and executive recruiting.

‘Accounting’ services accepted
Accounting-based services have
been rendered by CPAs for more
than fifty years; the client expects
them, and the public accepts them.
Therefore, Professor Kell con
cluded, they do not pose any
threat to an auditor’s indepen
dence, either in fact or in appear
ance.
Administrative - based manage
ment services, a more recent de
velopment, are another matter, he
said. Actually, Professor Kell con
ceded, it is “extremely unlikely . . .
that a CPA would allow administra
tive services to impair his objectiv
ity or bias his judgment when he
expresses an opinion on financial
statements.” However, he argued,
in rendering administrative ser
vices the consultant tends to be
come closely associated with man

agement, and “to a reasonable ob
server this relationship suggests
a conflict of interest” which poses
a threat to the auditor’s “appear
ance of independence.” As evi
dence that “the public has not ac
cepted this type of management
service as being within the normal
province and competence of a
CPA,” he cited remarks to that ef
fect by Manuel F. Cohen, chair
man of the Securities and Ex
change Commission.
Bertrand Belda, partner in the
firm of Ernst & Ernst, denied that
management services of either
type presented any more of a
threat to independence—in fact or
in appearance—than tax services
or even auditing itself for a fee.
Actually, he maintained, it should
be obvious to a reasonable ob
server that an engagement in a
relatively specialized field such as
plant layout would be less likely
to influence an auditor’s judgment
on financial statements than rec
ommendations about internal con
trol and appropriate accounting
principles, which are recognized
7
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time, and properly seasoned and
experienced personnel. Half-mil
lion dollar commitments have eas
ily moved into the millions of dol
lars as the hungry computer seeks
to be fed with data.”
cent The greatest crisis lies in the
shortage of effective personnel, she
noted.
“Personnel who are given re
sponsibility, as experienced, tend
to be old-line systems and tab men
—the 407 operators of 1945,” Miss
Fullerton declared. “But they are
promoted to new titles, where the
pet new title in industry is Man
ager of Information Systems. This
is anachronism, likely to fail. And
its failure is compounded with the
corporate mandate that insists on
using corporate computer facilities
because they are there and not an
out-of-pocket expense.”

Per: People, Events, Techniques
Response

Technicians Control EDP

Applications, Not

Executives, Report Says
The uses of computers, once
they have been installed by a com
pany, are determined more by
computer technicians than by top
management, a Diebold Research
Program survey indicates.
Seventy-three per cent of 2,700
executives queried in a survey on
the cost effectiveness of software
and hardware said that recom
mendations for new uses of com
puters in their companies were
coming from sources other than top
management. Data processing staffs

themselves, or management science
staffs, were the primary sources in
sixty-one per cent of the respon
dent concerns.
The survey group was evenly
divided between top management
executives and data processing per
sonnel, but there was no signifi
cant difference in their replies.
Since such technical groups are
better skilled in implementing ap
plications than they are in de
termining the real needs of their
companies, this may be one of the
November-December, 1967
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Base Total = 2,700

The more esoteric projects, such as statistical forecasting, management sci
ences, simulation, graphics, and man-machine communications are fairly
restricted to the larger companies, the Diebold survey also found. Above
is a graph showing how the degree of involvement in such techniques rises
as the company's investment in automated data processing equipment goes up.

primary reasons so many compa
nies do not realize the full poten
tial of their data processing equip
ment, the Diebold Program con
cludes.

Communications problem noted
Companies covered in the sur
vey, which, according to Diebold,
was the largest ever conducted
among computer users in this
country, spent an average of just a
little less than $1 million annually
on data processing activities. Of
these, 117 companies (4.3 per cent)
spend over $5 million a year. Small
users—those with an annual EDP
budget of less than $100,000—ac
counted for 17.6 per cent of the to

tal number of companies surveyed.
Commenting on the survey re
sults, John Diebold, president of
the international management con
sulting firm which sponsored the
study, said:
“The survey verifies the first
hand observations of our own pro
fessional experience—that there is
still a real communication problem
between those who run the com
puters and those who run the com
panies. Increased specialization
within the ADP (automated data
processing) activity appears to ad
versely affect success in communi
cating ideas, instructions and di
rections.”
Other findings in the survey:
majority of those polled felt
9
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that data processing staff and mid
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pose changes.
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tape, closed circuit TV, and other
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Nearly eighty per cent of the
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respondents said that skill in mo
W. Mitchell Memorial Library
sive review and discussions of par
tivating and communicating rather
contains a microfilmed information
ticular problem areas facing their
than technical knowledge was most
system of data on procedures, stan
company. Rather than call in out
important to them in meeting their
dards, and methods used by every
side consultants, they thrash out
responsibilities in data processing.
size of organization in a variety of
the problems themselves during
industries and enterprises. Each
their stay, and by the time they
substance center offers its own
leave on Friday evening, they’ve
Management Training
comprehensive
collection of prac
arrived at some practical solutions
tical operating data in a specific
of their own. Because of their
Center Opened Under
area of management.
positions, they have the authority
to set these solutions and plans in
Sponsorship of AMA
motion upon their return to their
Close staff cooperation
A ready answer to those who be
own premises.
lieve that by the time a man be
substance center director
Such problems as whether to
comes a company’s president he
works closely with each group of
grow through the acquisition route
can’t be taught much is found in
executives in the team learning
or by merger, choice of location
the new Manager Learning Center
process. Before the group comes
for a new plant or facility, and best
of the American Foundation for
to the Center, he has already con
resources of qualified personnel are
Management Research at Hamil
ferred with the organization’s chief
aired in sessions that can’t be in
ton, New York.
executive officer and determined
terrupted by a busy telephone or
The Center, dedicated in August
the objectives of the learning ses
an unexpected meeting.
during a symposium on “Manage
sion and the makeup of the team.
ment in the Year 2000,” focuses on
He has also gotten basic informa
Presidents attend
learning rather than teaching, in
tion from the organization about
the belief that most top executives
its operations so that the Center’s
Among the first to try the Man
can learn a great deal about the
staff can be fully advised on the
ager Learning Center was the Na
future of their own profession.
problem areas to be discussed and
tional Biscuit Company. President
Behind the Center are the ex
prepared to assist when called
Lee S. Bickmore took along the
perience and know-how of the
upon during the sessions.
executive vice president and four
American Management Associa
Director of the Manager Learn
senior vice presidents for team
tion, parent organization of the
learning sessions on corporate
ing Center is Dr. Arthur W. Angrist. He explains that both indi
American Foundation for Manage
planning (before the new facilities
vidual and team work are involved
ment Research. The latter organi
of the Manager Learning Center
in the sessions and notes that
zation was established in 1960 to
were dedicated). About six months
“often, thorough analysis reveals
later they were back again for a
pioneer research into the advan
the need for additional information
follow-up session, a customary pro
cing concepts in learning theory,
about operations, markets, industry
cedure when corporate planning is
the managerial learning process,
trends, competition.”
and manager motivation.
the topic.
Dr. Angrist adds that during the
Other programs offered at the
The new center is expected to
second five-day session “a definite
Center include management man
introduce advanced management
action program is developed, and
power planning and management
techniques directly into manage
agreement is reached upon a pro
ment practice on the highest ex
controls.
cedure for continually reviewing
Fee to an organization for each
ecutive level.
and revising long-range strategies.
five-day session is $5,000.
Two concepts distinguish the
“The end accomplishments are
The Center is housed in a $1Manager Learning Center. One is
million Colonial-Georgian struc
threefold,” he says. “The team has
the team approach to learning and
(1) developed an effective work
ture that blends the traditional in
channeling that learning back into
ing plan and made the decisions
architecture with the most ad
an organization; the other is a kind
vanced equipment available to
for its implementation; (2) devel
of solve-it-yourself response to com
https://egrove.olemiss.edu/mgmtservices/vol4/iss6/2
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oped integrated procedures for up
dating and adjusting the plan
cope with the changing environ
ment; (3) gained an understand
ing of the principles of manage
ment involved which will enable
the members of the team to handle
similar management problems
the future with far greater assur
ance than before.”
At the dedication ceremonies for
the Manager Learning Center,
Lawrence A. Appley, president
the foundation and of the Amer
ican Management Association, said:
“Religion, education, government,
labor, and others are learning that
the future can be made and that
we don’t have to wait for it. They
are learning from the lessons of
industrial and business manage
ment that uncertainty about the
future can be reduced.”

Credit Data Moves Into

East; Office Based in
New York City
Credit Data Corporation has ex
tended its computerized credit re
porting service to speed the grant
ing of credit to millions of East
Coast consumers.
For two years CDC has operated
a regional central file network in
California, where the company’s
services to banks and other credit
granting firms have been expanded
until now most residents of the
state are benefiting from the al
most-instant credit reporting ser
vice. (See news story, M/S, Sept.Oct, ’66, p. 9.)
Like its California facility, the
new CDC service operating from
39 Broadway, New York City, is
founded on the requirement that
all credit information shall be
pooled by subscribing firms and
available only to these same sub
scribers.
Six million covered

Information on some 6 million
New York residents has already
November-December, 1967
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Credit Data links the telephone operators who receive credit queries to the
computer via office conveyor lines like the one shown above.

been entered into CDC’s com
puter by banks, credit card com
panies, retailers, and oil companies,
according to Credit Data Corpora
tion. Subscribers include Chase
Manhattan, Manufacturers Han
over, Chemical New York, First
National City, Bankers Trust,
Bank of Commerce, Bank of New
York, and around 105 other banks
in Manhattan, Long Island, south
east Connecticut, and northeast
New Jersey, as well
such well

established credit-granting firms as
General Motors Acceptance Corpo
ration, General Electric Credit Cor
poration, and Montgomery Ward.
Within the next several years,
CDC intends to extend its service
beyond the greater New
area
(which includes parts of Connecti
cut and New Jersey), to include
credit information on the 50 mil
lion people living between Wash
ington, D.C., and the Canadian
border, company officials said.

Management Game Competition Announced
Dutch Magazine; Award
An open competition for the
composition of a new management
game is being held by The Journal
of Accountancy and Business Eco
nomics (Maandblad voor Account
ancy on BedrijfshuisJwudkundeM.A.B.), a monthly magazine pub
lished in the Netherlands.
The game should be based on
the economic problems of a busi
ness firm and is particularly suited
to both university and non-univer
sity higher management training
programs. The successful entry will
be awarded a prize of 10,000 guild

$2,780
ers (roughly equivalent to $2,780
or 1,000 pounds). Deadline for the
contest is September 1, 1968.
Entries must describe the na
ture and rules of a specific game,
together with records of test runs
actually played.
Further particulars and rules
will be sent on request addressed
to:
“Secretariat M.A.B.”
c/o Drs. D. G. van Til
Anna van Burenlaan 14
Santpoort-Zuid
Netherlands
11
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To Drop in Employment In Small Business Concerns
Increased minimum wages are
hurting small business, Senator
George A. Smathers (D-Florida)
charged in a recent speech before
the United States Senate.
Basing his remarks on informa

tion supplied by the National Fed
eration of Independent Business,
Smathers said that “American small
businessmen, particularly those lo
cated in small towns and rural
areas, are finding it increasingly
difficult to comply with the ex
tended coverage and increased
minimum wage requirements which
went into effect last February.” To
ease the pressure from small busi
ness he urged that legislation be
passed to prevent the annual in
come exemption for small business
from being further reduced from
$500,000 to $250,000, a drop sched
uled for 1969.

Labor Department rebuttal
When the Federation’s survey
came to the attention of the U.S.
Department of Labor, the Wage
and Hour and Public Contracts
Divisions of that agency charged
that the survey’s findings were
“based on a series of conjectures
and assumptions that are without
factual foundation.” In rebutting
that statement, Smathers pointed
out that “a breakdown of Federa
tion survey responses shows that,
on a percentage basis, we very
nearly approximate the national
breakdown of the Small Business
Administration’s figures presented
to the Senate Small Business Com
mittee on March 1, 1967 by Mr.
Bernard Boutin, former SBA Ad
ministrator.”
The findings of the survey con
ducted by the National Federation
of Independent Business show
that, with a total of 54,000 re
sponses to date, “approximately 11
to 12 per cent of those members
responding show that they have
been forced to drop employees

during the past year, with an aver
age drop of approximately 3.9 em
ployees per firm. Of this figure, al
most 20 per cent claim that their
employment drop was due to in
creased minimum wages.”
The survey points out that small
businesses,
“particularly
those
grossing less than $500,000 per
year, are not in a position to pay
increased wages.

Although some regions in the
country have suffered more under
the new wage law than others, the
Federation maintains that no single
state in the nation has been im
mune from sustained employment
decreases, especially among the
less skilled and the needy. The
following table was compiled by
the Federation to show the varying
impact on employment by regions
for the second quarter of 1967.

Untrained hit hardest
“These businesses are those
which more often employ the un
skilled, the youth, and the handi
capped, the kinds of employees
who are often physically or men
tally incapable of producing more
than a set amount of work per
hour” the survey continues. “When
a minimum wage figure, set by
law, exceeds this employee’s set
capability, it is no longer feasible
to employ him. Our findings dis
close that small business is turn
ing more and more to labor-saving
devices which, of course, are re
sulting in increased unemployment
at these levels and thus defeating
the purpose of the minimum wage
law objective.”

2nd Quarter—22,857 Respondents

Dropped
due to
new
Em
wage
ployees
hour
dropped Average
law
(per
number
(per
cent)
dropped
cent)
New England
Middle Atlantic.
East North
Central
West North
Central
South Atlantic .
East South
Central
West South
Central
Mountain
Pacific

National avg.

3.6
3.5

21

3.7

17

3.1
5.0

26
27

5.9

33

12.0
14.0
12.0

3.9
3.4
4.1

32
18
12

11.0

3.9

21

9.0
9.0

11.0
13.0

Three New Time-Sharing Complexes Created; Two

Are in England, One in United States
Independent time-sharing utility
companies have begun operations
in seven major cities using SDS
940 computers. Three additional
cities are scheduled to start time
sharing centers within a few
months.
(Time sharing is the simultane
ous use of a single computer by
several persons at remote access
stations; that is, the computer can
refer to its memory and use its
processing speed to carry on sev-
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eral different programs at such mi
nute time intervals that, to the
human users, completely inde
pendent programs appear to be
operating at the same time.)
Time-sharing centers with SDS
940 computers are now operating
in New York, Boston, Detroit, Chi
cago, San Francisco, Los Angeles,
and Houston. By year-end the ser
vice will be available to subscribers
in Washington, D.C., Philadelphia,
and northern New Jersey.
Management Services

6

The 940 is available with six
standard conversational languages,
FORTRAN, CAL, BASIC, QED,
DDT, and TAP, in which the ma
chine may execute each instruction
as it is written. The ability of the
940 to respond to each command
represents at least one major ad
vantage over most conventional
computers, which take only one
complete program at a time and
deliver the results all at once.
With the SDS 940, a computer
programer compiling a computer
program could see the solution un
folding on the 940 terminal as he
progressed with his work. If a mis
take became evident, the pro
gramer could immediately alter his
coding or logic.

Three companies offer service
Although each 940 utility can
service from 150 to 200 remote ter
minals installed at subscribers’ offi
ces, only 32 users can receive this
service simultaneously. As SDS de
velops new software for the 940,
however, the number of users re
ceiving service at the same time is
expected to increase.
Users of the 940 time-sharing
computer service may also store
data in the mass storage files as
sociated with each system. By typ
ing a command and a private code
identifying the user, subscribers
can store or retrieve data when
ever they need it.
The companies offering the ser
vice include Data Network, Inc.,
and White Weld & Co. in New
York and Dial-DATA, Inc., in
Boston.

Two U.K. services
A commercially available com
puter time-sharing system is now
being offered for the first time in
Europe.
A GE-265 time-sharing computer
system using the public telephone
dialing system is being operated
by De La Rue Bull, Ltd., London,
GE’s computer affiliate in Great
Britain.
Before the De La Rue Bull ser
November-December, 1967
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vice: People,
was offered,
access to
Events, remote
Techniques
computers in Europe was either
experimental or limited to rela
tively few users via special private
lines rather than through a gen
erally available service usable wher
ever a data transmission terminal
can be connected to a telephone
in an office or factory.
According to J. Stanford Smith,
vice president and general man
ager of GE’s Information Systems
Division, USA, “time-sharing ser
vices are expected to account for
at least one half of the total world
wide information systems business
by the 1970’s. This means half of
a market which, by 1976, is ex
pected to reach nearly nine thou
sand million pounds (about $25
billion).”
Smith pointed out three advan
tages that might result from the
new time-sharing service.
1. Increased productivity and
efficiency of technicians and engi
neers, who are in such short sup
ply and great demand all over the
world.
2. Improved costs and increased
competitive advantage for those
businesses that are crucial to Bri
tain’s export markets.
3. Stimulating and broadening
the capacity of the best minds in
Britain’s colleges and universities
and helping give rise to a new
generation of students who will
come to accept the computer as a
natural tool in their careers.
Many industrial, commercial,
educational, scientific, and gov
ernment organizations have either
already begun to use or have con
tracted for the new service, ac
cording to V. A. Casebolt, De La
Rue Bull’s managing director.
Among the organizations men
tioned by Casebolt were the Gen
eral Post Office, Imperial College,
British Petroleum Trading Co.,
Ltd., and the Steel Company of
Wales Ltd.
Another time-sharing system has
been ordered from Sperry Rand
Corporation’s Univac division by
C.E.I.R., a London computer ser
vice company owned by the Bri
tish Petroleum Company.

(It was formerly wholly owned
by CEIR, Inc., of this country until
the recent purchase of 59 per cent
of the stock by British Petroleum.)
The Univac 1108 multiprocess
ing system, valued at approximately
$5 million, will be the largest ser
vice center of its type in use in
Great Britain.
The Univac 1108 will be used
by C.E.I.R. to provide a utility
service designed to handle the data
processing needs of a number
users. Remote data terminals con
nected via telephone lines to the
central computer will allow users
to share its facilities.
The computer, scheduled for de
livery late this year, will also be
used by the British Petroleum
Company in developing its linear
programing models.

Small Manufacturer Says

Large Conglomerates

Subsidize Division Losses
Government must move to force
huge industrial conglomerates to
report profit and
by divisions
in their annual reports to stock
holders if it wants to curb concen
tration of American industry and
foster creation of new business en
terprises.
The statement was made by
Robert S. Morrison, president of
Molded Fiber Glass companies,
Ashtabula, Ohio, recently before
the Senate Antitrust and Monop
oly Subcommittee in Washington,
D.C.
These large conglomerates, Mor
rison said, have profitable busi
nesses in different fields and can
subsidize their losses. They are
able to put on a tremendous sales
force, run an impressive ad cam
paign, and extend credit and other
special considerations to dealers
that smaller existing manufacturers
cannot match.
Morrison also said that a fixedage payment for paying inherit
ance taxes might save many small
businesses.
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